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ERRATUM 
Page 22 — Line 13 


‘When the present usually heavy demand...” 
should be corrected to read: “When the present 
unusually heavy demand” 
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CANADA 


““WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of the 
nation, to control and protect the external value of 
the national monetary unit and to mitigate by its 
influence fluctuations in the general level of produc- 
tion, trade, prices and employment, so far as may 
be possible within the scope of monetary action, and 
generally to promote the economic and financial 
welfare of the Dominion: Therefore, His Majesty, 
by and with the advice and consent of the Senate 
and House of Commons of Canada, enacts as 
follows: ...” 


—Preamble of the Bank of Canada Act 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/annualreportofoa00bank_11 


BANK OF CANADA 


Ottawa, February 11th, 1948 


TueE Hon. D. C. Assort, k.c., 
Minister of Finance, 
Ottawa, 


Dear Sir, 

In accordance with the provisions of the Bank of Canada Act 
Amendment Act, I am enclosing herewith in duplicate a state- 
ment of the Bank’s accounts for the fiscal year 1947, signed by the 
Governor and the Chief Accountant, and certified by the Auditors, 
in the form prescribed by the by-laws of the Bank. The major 
changes which took place in our accounts during the course of the 
year are referred to on pages 23 and 24. The effect of these changes 
on the cash reserves of the chartered banks is shown in the following 
table. 


Effect on Chartered Banks’ Cash Reserves 
(Millions of Dollars) 





CALENDAR YEAR 1947 Decrease Increase 
Decrease in Holdings of Dominion and Provincial 
Government Securities ; 26.0 
Increase in Holdings of Industrial Development Bank 
Capital Stock , ' : 5 ‘dhe 10.0 
Increase in Notes Held by a Public : , 18.1 
Increase in Dominion Government Deposits . : 6.1 be 
Decrease in Other Deposits . wig ate 26.3 
Increase in Liabilities Payable in String U. s. A. mY 
other Foreign Currencies. ; 1.0 hal ee 
Increase in Holdings of Sterling and U. S.A. Dollars ; aS pce 1.0 
Decrease in Other Assets, less Other Liabilities A 8.4 ee! 
59.6 37.3 
Deduct 37.3 
Decrease in Chartered Banks’ Cash Reserves 2.3 
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MONETARY CONDITIONS ® Dominion Government securities 
held by the chartered banks declined $669 millions during 1947, 
largely as a result of Government debt retirement. This reduction 
of security holdings would, in itself, have been accompanied by a 
reduction in the total of the banks’ Canadian deposits by a corres- 
ponding amount. However, there was a more than offsetting 
increase during the year of $777 millions in the banks’ Canadian 
loans and investments other than Dominion Government securi- 
ties, and, including the effect of changes in other items, the total 
of their Canadian deposits rose by $178 millions. 


The daily average amount of chartered banks’ cash reserves 
in 1947 was $2 millions less than in 1946. Nevertheless total 
Canadian dollar deposits increased, as referred to above. For 
both of these reasons, therefore, the cash ratio of the banks de- 
clined, and averaged 10.8 per cent in 1947 as compared with 11.4 
per cent in 1946. 
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CHARTERED BANK LOANS AND INVESTMENTS 
(As at December 31st in Millions of Dollars) 


f@ Loans and other investments 


® Dominion Government securities 
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During 1947 the Dominion Government retired the balance 
of the Deposit Certificates which had been issued to chartered 
banks in previous years and of which $490 millions were outstand- 
ing as at December 31st, 1946. These Certificates were the chief 
means by which the Government’s direct borrowing needs from 
the banks were met during the war years, and at one time in the 
fall of 1945 reached a peak issue of $1,340 millions. In 1947 the 
Government also paid off in cash certain maturities of other securi- 


ties of which the banking system held a substantial portion. 


During 1947 there-was a net decline of $170 millions in 
chartered bank holdings of Dominion Government bonds (exclud- 
ing special banking securities such as Deposit Certificates). This 
decline was largely accounted for by the Government paying off 
certain maturities, as mentioned in the preceding paragraph, 
rather than by net sales in the market. However, there were 
certain times during the year when banks were sellers of short 
and medium term Government bonds in order to maintain their 


cash position. 


The increase of $461 millions in chartered banks’ Canadian 
loans during 1947 was the largest annual increase on record. 
There was no increase in financial loans for the purpose of carrying 
bonds and shares and more than half of the loan expansion during 
the year was accounted for by loans to merchandisers and manu- 
facturers. We estimate that loans to wholesale and retail mer- 
chandisers rose about $120 millions in 1947 and loans to manu- 
facturers another $160 millions. Higher commodity prices, some 
increase in the volume of inventories and an upward trend in the 
amount of outstanding consumer credit, all contributed towards 
the sharp increase in banks’ current loans during the year. In 
addition, there were undoubtedly cases where bank borrowers 
obtained additional credit against their current assets such as 
inventory and receivables, for the purpose of obtaining funds to 
meet capital expenditures. 
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Chartered banks’ holdings of provincial and municipal securi- 
ties increased by $169 millions during 1947, and their portfolio of 
other non-government securities—largely corporate debentures— 
by $147 millions. In the case of provincial, municipal and cor- 
porate investments, most of the increase in banks’ holdings has 
been due to acquisitions at time of issue rather than to market 
purchases. The important extent of the banks’ participation in 
the market for these securities in recent years is shown in the 
following table, which compares the increase in banks’ holdings 
of the above-mentioned investments with the net amount of new 


cash raised through the issue of such securities. 


Net Issue or Relirement of Net Increase in Security 
Canadian Bonds and Stocks* Portfolios of Chartered Banks 
TYPE OF SECURITY 1945 1946 1947 Total 1945 1946 1947 Total 


Provincial . 28 6 157 123 pp CS ee lio 
Municipal . 43 3 25 15 15 24 1S aod 
Corporation 23 62 81 166 23 88 147) 258 


Total wil ea 9 20a ede OOK LIA 316 aor 

It is clear that the present rate of capital development is 
straining Canada’s manpower and material resources, and is 
pushing up prices. At the same time business, which in general 
entered the post-war period with unusually large liquid reserves, 
has been looking increasingly to banks for financing. 


In my last annual report covering the year 1946, I referred 
to the fact that Canadians, like people in most other countries, 
had in recent years chosen to hold an increasing amount of their 
accumulated savings in the form of interest-bearing savings 
deposits*. It was pointed out that the banks had found it necessary 


* Source: Appendix A, page 30. The table understates the total volume 
of net new issues of these securities in the Canadian market by the 
amount of the net reduction of foreign holdings of such securities 
through retirement or refunding. 


*The Bank has developed a presentation of statistics concerning money 
supply and related bank assets which differs in several important 
respects from the table presented in previous annual reports. The new 
series are shown in Appendices B and C. 
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PUBLIC* HOLDINGS OF INACTIVE LIQUID ASSETS 
(As at December 31st in Millions of Dollars) 
@ Dominion Government bonds 
© Inactive savings deposits 


*All investors other than Government Accounts, Bank of Canada and Chartered Banks. 


to invest in Dominion Government bonds in view of the fact that 
their scope for employing such funds in making commercial loans 


had been relatively limited. 


During 1947 there was a marked change in this situation. 
A large increase took place in banks’ loans and non-Dominion 
Government investments, to which reference has already been 
made, and in comparison with previous years the’ public chose to 
transfer a somewhat smaller amount of its accumulated savings 
into the form of interest-bearing deposits. Banks were not in the 
position, as in earlier years, of seeking to invest in Government 
bonds, and during 1947 the ratio of such securities to personal 
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LONG TERM GOVERNMENT BOND YIELDS 
(Monthly Averages) 


mmme Canada: 3% issue due February Ist, 1959 — 62 
amu United States: 244% issue due December 15th, 1963 — 68 
&@m United Kingdom: 3% issue due April 15th, 1959 — 69 
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DOMINION GOVERNMENT DEBT OUTSTANDING 
(As at December 31st in Millions of Dollars) 


savings deposits declined appreciably below the maximum of 90 
per cent which was recognized in the agreement between banks 


and Government early in 1946. 


SECURITY MARKETS ® Prices for Dominion Government bonds 
were steady in Canada during 1947, the yield on the longest dated 
issue approximating 2.60 per cent throughout the year. Early in 
January 1948 the Bank discontinued its practice of furnishing 
daily quotations for Dominion Government securities to invest- 
ment dealers and chartered banks, but continued to buy and sell 
in the market. Market prices declined at this time to a level where 
a yield of about 2.80 per cent could be obtained on the longest 
Victory Loan issue. 


The Government bond market in the United Kingdom showed 
wide fluctuations during 1947. The longest dated issue sold at a 
price to yield approximately 3.00 per cent at the end of 1947, as 
compared with about 2.40 per cent a year before. Government 
bonds changed little in price in the United States during the first 
three quarters of the year, but in the last quarter declines took 
place bringing the yield on the longest issue from 2.33 per cent 
to 2.48 per cent. 


Provincial, municipal and corporation bond prices in Canada 
declined during the last quarter, resulting in a widening of the 
spread in yield between such issues and those of the Dominion 


Government. 


The table of net new Canadian bond and stock issues, less 
retirements, which is given in Appendix A, shows 1947 to have 
been in even sharper contrast with the wartime years than was 
1946. Dominion Government domestic bonds outstanding de- 
clined $239 millions during 1947 as compared with an increase of 
$201 millions in 1946. There was also a net reduction of $346 
millions during 1947 in the amount of Dominion Deposit Certifi- 
cates, Treasury Bills and Short Term Notes outstanding. 


The first series of Canada Savings Bonds which was intro- 
duced in October 1946 remained on sale until the end of August 
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1947. Sales during 1947 totalled $48 millions, making total sales 
for the issue $535 millions; the amount outstanding at the end of 
1947 was $417 millions. In October a second series was offered 
and by the end of December about 900,000 individuals had sub- 
scribed for a total of $267 millions. There is one major change in 
the terms of the second series, in that holdings are limited to $1,000 
per person; the limit on the first series was $2,000 per person. 
Many reports have testified to the value of the special features 
of the Canada Savings Bond, and particularly of the Payroll 
Savings Plan, in meeting the needs of those who wish to save on a 
systematic basis. 

During 1947 the totals of provincial, municipal and corporate 
bonds outstanding all increased. This marked the first increase 
in outstanding provincial debt since 1940, the first increase in 
corporate debt since 1936 and the first appreciable increase in 
municipal debt since 1932. New issues of common and preferred 
stock were greater in amount than in 1946 and the largest for many 
years. Taking all non-Dominion Government securities as a 
group, the net increase in the amount outstanding was $263 mil- 
lions in 1947 as compared with $59 millions in 1946 and a net 
reduction of $48 millions in 1945. ‘Towards the end of 1947 signs 
of congestion appeared in the new issue market and flotations of 
common and preferred stock fell to a low level. 


ECONOMIC DEVELOPMENTS ABROAD ® Before turning to gen- 
eral economic conditions in Canada, it is necessary to refer briefly 
to certain developments abroad. A year ago, although Western 
European countries were still suffermg from wartime losses of 
capital equipment and foreign assets, from depleted stocks of fuel 
and raw materials, and from war-created distortions in the distri- 
bution of their labour force, domestic recovery seemed to be well 
under way. During 1947, however, production in these countries 
suffered a series of reverses. During the winter unprecedented 
snow and cold disrupted transport and precipitated a fuel crisis. 
In the spring, floods interfered with crop planting. Subsequently, 
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drought further reduced Western European food production and 
led to a shortage of hydro-electric power. Later in the year industrial 
production in some countries was severely hampered by widespread 
strikes. 

As a result, although the year closed on a more hopeful 
trend than had been in evidence a few months before, Western 
Europe’s recovery had been seriously set back, and heavy emer- 
gency imports of food were required from the Western Hemisphere 
for the present crop year. It also became increasingly clear 
during 1947 that economic unification of Germany and the re- 
building of normal trade between Eastern and Western Europe 
would at best be hampered or at worst might be prevented by 


political factors. 


UNITED STATES ® A year ago it was generally expected that 
1947 would see the attainment of a better balance between supply 
and demand in the United States. Many indeed forecast that 
some recession would take place before the end of the year. How- 
ever, this did not happen during 1947, an important reason being 
the unfavourable European developments already referred to, 
which brought unexpectedly heavy demands into the United 
States market. Total foreign expenditures on goods and services 
in the United States were about $19 billions in 1947 as compared 
with $15 billions in 1946, and their impact was greater than these 
figures indicate because of the intensity of foreign demand for food 
products and particularly grains. 

Another key factor in the United States situation is its capital 
development boom. Capital investment had risen to a vulnerably 
high level at the beginning of 1947 and showed signs of faltering 
early in the year. Subsequently, however, it rose still further 
in spite of very high costs, and totalled in value more than $30 
billions in 1947 as compared with less than $25 billions in 1946. 

With these two critical demand factors in the United States 
market showing continued expansion, and with price control no 
longer in effect, the U.S. price level rose appreciably during the 
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UNITED STATES PRICE INDEXES 
(August 1939 =100) 


sm General wholesale prices 


mum Cost of living 


year. The general wholesale price index increased by 16 per cent 
during 1947, and the index of consumer prices by 9 per cent. 
Average hourly earnings in manufacturing industry rose by about 


11 per cent over the year, and average weekly earnings by nearly 


12 per cent. 
United States Price and Earnings Indexes * 
Aug. Aug. Dee. Dec. 
19391945 19461947 
General Wholesale Prices @ ALOU 141 188 217 
Consumer Prices © . : . 100 131 155 169 
Average Hourly Earnings ® ay LOO 162 181 202 
Average Weekly Earnings ® LOD LAS: 197 220 


Prices during 1948 will clearly depend to an important extent 
on grain crop prospects and harvests in Western Europe and the 
chief exporting countries. Last year the total tonnage of grain 
produced in this area as a whole was down about 12 per cent from 
1946. Any substantial improvement over the disappointing 
results for 1947 would have a strong anti-inflationary influence. 


EMPLOYMENT AND PRODUCTION IN CANADA © Against a world- 
wide background of heavy demand for goods and rising prices, 
economic activity in Canada rose during 1947 to a new peace-time 
peak. A year ago unemployment was already at the very low level 
of less than 3 per cent of the working force, and only a small 
net addition to the number at work could be expected from this 
source during 1947. In point of fact the slight further reduction 
of 30,000 in the number of unemployed was about offset by volun- 
tary withdrawals from the working force over the year. Conse- 
quently most of the 100,000 or 2 per cent increase in over-all 
employment is attributable to natural growth of the working 
force, which accounted for about 60,000, and to immigration. 


* Official Bureau of Labor Statistics figures converted to the 
base Aug. 1939=100, orin case of earnings data to 1939 
average = 100. 

~ @ Average of Wednesdays. 

(2) Mid-month. 

(3) Relates to manufacturing industry, for pay period nearest to 
mid-month. Actual average earnings for Dec. 1947 were $1.277 
(hourly) and $52.51 (weekly). 
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Estimated Distribution of Manpower * 
(Thousands) 


Armed Services 


Wage & Salary Earners, War Industry 


Wage & Salary Earners, Civilian Industry 
Employers and Workers on Own Account 


Agriculture 


Total Employed—As Above 


Unemployed 


Keeping House, Students and All Others 


14 Years and Over 


Total Population 14 Years and Over 


OOS 


June 
1939 


10 


2,400 


1,280 


———— 


3,690 
650 





June 
1944 


Nov. 
1946 


50 











Nov. 
1947 


30 


3,220 
560 


1,070* 


4,880 


* Based on data from the Dominion Bureau of Statistics and 


the Department of Labour. 


* Reflects seasonally low employment in agriculture. 
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Increases in industrial productivity, which normally occur 
rather slowly in any case, were limited in 1947 by continuing 
bottlenecks in the supply of certain basic materials such as steel. 
The available information suggests that industrial output rose 
by about 10 per cent during the year, while the volume of agri- 
cultural production was reduced by about 7 per cent owing to 
unfavourable crop conditions. The output of services, which 
account for about one-third of total employment and a somewhat 
higher proportion of the total value of production, is difficult to 
estimate. However, the production of services was probably very 
little higher in 1947 than in 1946, and it seems likely that the over- 
all physical volume of production of goods and services combined 


showed only a slight increase for the year. 


EXPENDITURE AND PRICES ® While the physical volume of 
Canadian production of goods and services increased only slightly 
from 1946 to 1947, over-all dollar expenditure on Canadian goods 
and services rose substantially. Foreign expenditure in Canada 
increased by about 10 per cent from the extraordinarily high 
peacetime level of the previous year. Private capital expenditure 
on plant, equipment and housing increased by more than 50 per 
cent, and the book value of inventories rose by about 30 per cent 
over the year. Consumers spent a larger proportion of their income 
than in any year since 1939, and this together with a considerable 
increase in their income brought total dollar expenditure on con- 
sumers’ goods and services about 13 per cent above the 1946 level. 
A substantial reduction in Dominion Government expenditure on 
goods and services more than offset increased provincial and 
municipal outlays. Moderating the effect of the over-all increase 
in expenditures in Canada was the large expansion in imports of 
goods, which rose by more than $700 millions or by nearly 40 per 
cent from 1946 to 1947. In physical terms the increase in commod- 
ity imports was only some 15 per cent, but this addition to the 
volume of raw materials, capital equipment and other goods avail- 
able in our market was clearly a counter-inflationary influence. 


e]5e 





A 











~ 
STENTS N 
a Noll SSE 
SESE NSE ERS 
UTE SENSE CAL 
NDE NENTS 
_ ARGININE NT 
SHENTON TIN Nc 
Nii NDNA NSE 
SNIN AWN 
\ ~ PMN AS 
HENS MINING LN GA Auli MA Oy 
SHINES LAN e gai 
Seen 
‘SS 3Zgtt 
COODOCAEe 


1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 


ESTIMATED EXPENDITURE* IN CANADA 
(Calendar Years in Billions of Dollars) 
ee Private capital investment (includes investment in inventories) 
SS Personal expenditure on consumer goods and services 
w. Expenditure of all Governments on goods and services 
ea Exports of goods and services 


*Before deductions of cost of imported goods and services 


Estimated Expenditure on Canadian Goods and Services * 
(Calendar Years, in Billions of Dollars) 


1938 1944 1946 1947 





Exports of Goods and Services@ . mu tate 4.5 3.4 Bat 
Investment in Inventories. ‘ i uur it 5 .8 
Other Private Capital Investment . 6 7 1.3 2.0 
All Governments’ Expenditure on Goods and 
Services if 4.1 Led 1.5 
Personal Expenditure on Consumers’ Goods 
and Services. : ‘ Rae 4 6.1 CA a eE | 
Sub-Total. : BGs Abie Sadan Leo Orl UlGeT 
Less—Cost of Imported Goods and Services 
Included Above : é othe 3.9 2.9 3.6 
Gross National Expenditure — —. Pa ASUS 
(= Gross National Product) : hemes eet 11.8 11.7 13.1 


After allowing for the offset of increased imports, total expen- 
diture on Canadian goods and services, i.e., Gross National Expen- 
diture rose, by roughly $1,400 millions or about 12 per cent from 
1946 to 1947. Since physical production of goods and services was 
only slightly greater than in 1946, increased expenditure of this 
magnitude obviously involved higher prices. In the case of private 
capital investment, where the increase in expenditure was large 
even in terms of physical volume, the increase was clearly an im- 
portant factor in pushing up prices. In the case of consumers’ ex- 
penditure, however, where there was only a small percentage in- 
crease in physical volume, higher prices and increased dollar ex- 
penditure were largely the result of rising costs of imported goods 
or materials, and increased prices in export markets. 


* Based on National Accounts: Income and Expenditure; 1938- 
46 and 1946-7, published by the Dominion Bureau of Statistics. 
Minor adjustments have been made in the Bureau figures in the 
process of rounding off, in order to eliminate the residuals arising 
from errors and omissions. 


@ Dominion Government expenditure on Mutual Aid, UNRRA 
and other relief is excluded from Government Expenditure and 
included in Exports. 
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DEC. . APR. AUG. DEC. APR. AUG. DEC, 
1945 1946 1947 


CANADIAN PRICES INDEXES 
(August 1939 =100) 


mame General wholesale prices 
mum Cost of living 


The combined effect of upward pressure on our price level from 
foreign and domestic sources was to increase the general wholesale 
price index by 28 per cent, and the cost of living index by 15 per 
cent during 1947. Although the situation with respect to wage 
rates varied considerably among different groups of wage earners, 
average hourly earnings of hourly rated employees in manufac- 
turing industry rose by about 15 per cent over the year, and their 
average weekly earnings increased by nearly 16 per cent. 


Canadian Price and Earnings Indexes* 





Aug. Aug. Dee. Dec. 
1939 1945 1946-1947 
General Wholesale Prices@) . 100 144 155 198 
Cost of Living@) . se ALO) 120 126 145 
Average Hourly Ton aneG) LOO 157 168 193 
Average Weekly Earnings(@) SaLOO gy aa kode i LLG] 186 


In my last annual report I referred to the fact that Canadian 
prices had risen considerably less than United States prices since 
the end of the war. In the intervening year the gap has narrowed 
to some extent but the general level of prices and costs in Canada 
is still lower than in the United States and most other countries, 
in relation to any normal base period. 

The fact that we exported nearly $2,800 millions worth of 
goods in 1947, that we import goods on almost as great a scale, 
and that the prices of these goods are directly and immediately 
affected by external price movements, shows how difficult it is to 


prevent Canadian prices from being affected by price changes 


* Official Dominion Bureau of Statistics figures converted to 
the base Aug. 1939 = 100, or in the case of earnings data to 
1939 average = 100. 

@) Mid-month. 

@) First of month. 

() Covers hourly rated wage-earners in manufacturing establish- 
ments with 15 or more employees. Figures are for last pay 
period in previous month. Actual average earnings for Dec. 


1947 were 853¢ (hourly) and $37.19 (weekly). 
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abroad. Short of substantially appreciating its exchange rate and 
increasing its taxation, no country could have insulated itself 
completely from the world-wide rise in prices. Theoretically it 
might be contended that this could be done by means of direct 
controls, but these would have to be very much more rigorous and 


complete than those of wartime, to say the least. 


EXCHANGE SITUATION © Reduction in Canada’s gold and foreign 
exchange reserves during 1947 has tended to obscure the fact we 
still exported in that year more goods and services, in total, than 
we imported. It is evidence of Canada’s growing productive 
capacity that in this period of extraordinary capital development 
and heavy imports of capital goods we have not, by contrast with 
1929 and other earlier periods of boom, had a deficit in our current 


transactions with the rest of the world as a whole. 


Our present foreign exchange problem therefore arose not 
from inadequate productivity, nor indeed from the character of 
our production. It has arisen rather from the traditional direction 
of our exports and imports, and the difficulties which beset our 
customers in Western Europe. Under present conditions of 
scarcity, a large part of our surpluses which are normally exported 
to Europe are of a kind for which there is a strong cash demand 
outside Kurope, but exports have in fact been maintained to our 
traditional customers even though they were unable to pay cash 
in full, or to supply Canada with an increased volume of imports. 


In my last annual report I referred to the export credits 
which Canada, along with the United States and other countries, 
had extended to her war-ravaged allies as part of a broadly based 
program to rehabilitate their economies and re-establish their 
ability to trade. During 1947 some $560 millions of our sales to 
other countries were financed out of drawings on Canadian export 
credits, and roughly $40 millions out of Canadian relief appropria- 
tions. For approximately $600 millions of our sales, therefore, we 
received no immediate cash return. At the same time, we had to 


pay cash for all our purchases from other countries, and our total 
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sales to other countries did not exceed our total purchases from 
them by more than a comparatively small amount, perhaps of the 
order of $70 millions. Consequently we had a cash deficiency on our 
current transactions with other countries of some $530 millions, and 
a drain on our foreign exchange reserves of an equivalent amount. 
This, together with payment of $74 millions on our subscription 
to the International Monetary Fund, redemptions of Canadian 
bonds held abroad, and other net capital payments abroad, account 
for the over-all reduction of $743 millions in our gold and foreign 
exchange reserves during 1947. 

When Canada’s export credit program of some $1,850 
millions was undertaken, it was realized that it would involve a 
considerable drain on our exchange reserves, even if — as was 
then expected — drawings were spread over a period running 
to 1950. Owing to the unfavourable developments in Europe 
referred to in a preceding section, the need for goods from Canada 
has been greater, supplies available for export to Canada have been 
less, and drawings on the credits have been more rapid than 
contemplated. In point of fact, more than three-quarters of the 
total credits had been drawn by the end of 1947. 

Having in mind the present level of our gold and foreign 
exchange holdings, and the magnitude of our trade with other 
countries, there is clearly need to increase these holdings. In such 
circumstances, we need to have an over-all balance of payments 
surplus greater than the value of any export sales which are 
financed out of the credits and for which, therefore, no immediate 
payment is received. The development of a larger balance of pay- 
ments surplus involves increasing our exports, or reducing our 
imports, or both. In the last analysis (and apart from an improve- 
ment in average export prices relative to average import prices) 
these can only be achieved by increasing productivity and pro- 
duction, or by reducing or postponing domestic spending, particu- 
larly for non-essential capital purposes. 

Proposals with regard to a European Recovery Program by 
the United States are, of course, of great interest to Canada. 
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Implementation of such a program would not remove the need for 
Canada to increase the present small current account surplus in 
her over-all balance of payments. We need to increase this surplus 
if we are to be able to build up our exchange reserves to a more 
normal level and extend aid to other countries even on a much 
smaller scale than in recent years. What a European Recovery 
Program could do, in the short run, is to facilitate the continuance 
of Canadian shipments to Western European countries where they 
are badly needed; and without such a program the exchange prob- 
lem of Canada, and indeed of practically all other Western Hemis- 
phere countries, would be greatly aggravated. But we have an 
even greater interest in the long-run implications of a European 
Recovery Program. When the present usually heavy demand 
for goods has declined, Canadian exports and employment will 
be influenced to an important degree by the extent of recovery in 
Europe. We are, therefore, vitally concerned with any program 
which will help to strengthen the European economy and re- 
establish it as a substantial factor in normal international trade. 

I turn now to the major changes which took place in the 
Bank of Canada’s accounts during 1947, on which it is customary 
to comment in this report. 


FORM OF STATEMENT OF ASSETS AND LIABILITIES e In accor- 
dance with the provisions of Section 33, Subsection 6, of the Bank 
of Canada Act Amendment Act, certain changes have been made 
in the form of the Bank’s Statement of Assets and Liabilities. 
In the previous form of this Statement, Bank of Canada’s holding 
of the capital stock of the Industrial Development Bank of neces- 
sity was included under the heading “Other Investments”. A 
separate heading for this particular item of our Assets has now been 
established. 

As provided by Section 21 (1) (n) of the Bank of Canada 
Act Amendment Act, the Bank has maintained working balances 
with central banks in various other countries. If a country’s cur- 
rency was not Sterling, U.S.A. dollars or convertible into gold, 
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the previous form of the Bank’s Statement of Assets and Lia- 
bilities did not permit such a balance being shown as part of our 
holdings of foreign currency and it was therefore included under 
the heading “All Other Assets”. In view of this situation and the 
fact that the heading “‘Reserve”’, under which the first four Asset 
items on our Statement have been grouped, does not serve any 
particular purpose at the present time when Canada’s gold and 
foreign exchange reserves are almost entirely held by the Foreign 
Exchange Control Board, it has been decided to omit the heading 
**Reserve” and change “Other Currencies of Countries on a Gold 
Standard” to “Other Currencies’. At the same time the wording 
of Liability Item 5 on our Statement has been revised along the 
same lines becoming “‘Liabilities Payable in Sterling, U.S.A. and 
Other Foreign Currencies” instead of “Liabilities Payable in 
Sterling, U.S.A. and Foreign Gold Currencies.” 


In the following description of the major changes in our 
accounts during 1947, special reference has been made where 
comparability has been affected by the foregoing changes in the 
form of the Bank’s Statement of Assets and Liabilities. 


NOTES IN CIRCULATION e The Bank of Canada note issue at 
the end of December 1947 was $1,211,350,386, up $25,148,705 from 
the same date a year before. Of the total amount of our notes 
outstanding, $1,027.4 millions were held by the public and $183.9 
millions by the chartered banks. The increase in notes held by the 
public was $18.1 millions as compared with $43.1 millions in 1946 
and was the smallest increase for any year since 1938. 


INVESTMENTS e@ The Bank’s holdings of Dominion and Provincial 
Government securities were $1,879,554,162 at December 31st, 
1947, having decreased by $26,046,847 during the year. This 
decline in our holdings of Government securities was accounted for 
by Government taking up certain short-term banking issues held by 
the Bank, rather than by sales of securities in the market; on the 
contrary an appreciable amount of short and medium term Govern- 
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ment bonds was added to the Bank’s portfolio during the year as 
the result of security transactions with the market. 


Section 21 (1) (d) of the Bank of Canada Act Amendment 
Act provides that the Bank’s holdings of government securities 
not maturing within ten years shall not exceed in par value five 
times the amount of the paid-up capital and rest fund of the Bank, 
i.e. $75.3 millions. The par value of our holdings of such securities 
on December 31st last was $44.8 millions as compared with $45.0 
millions a year before. 


CAPITAL STOCK OF INDUSTRIAL DEVELOPMENT BANK e At 
December 31st, 1947, the Bank’s holding of the capital stock of the 
Industrial Development Bank amounted to $25,000,000 and con- 
sisted of two hundred and fifty thousand shares. One hundred 
thousand shares were purchased in 1944 in accordance with the 
terms of Section 12, Subsection (2) of the Industrial Development 
Bank Act. To meet the Industrial Development Bank’s increased 
capital requirements, we purchased under the same authority a 
further fifty thousand shares in 1946 and the remaining one hun- 
dred thousand shares of our subscription in 1947. In previous years 
the Bank’s holding of these shares was shown under the heading 
“Other Investments”. 


PROFIT AND LOSS e The net profit from our operations in 1947, 
after providing for contingencies and reserves, was $19,053,325.43. 
Payment of a dividend of $225,000 on capital stock held by the 
Minister of Finance left $18,828,325.43 available as compared with 
$21,011,194.96 in 1946. The Bank’s interest and discount earn- 
ings were somewhat less than during 1946, and operating expenses 
were higher largely because of the increase in the number of our 
employees referred to in the paragraph on Staff. 


BANK RATE e Bank rate remained unchanged during 1947 at 
11% per cent. As in previous years, banks had little occasion to 
borrow from us. 
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STAFF @ ‘The staff of the Bank including those engaged on 
duties for the Foreign Exchange Control Board numbered 1,316 
at December 31st, 1947, an increase on the year of 295. A reduc- 
tion of 125 in the staff in other departments was more than offset 
through the assumption by the Bank under the terms of the Foreign 
Exchange Control Board Act of the obligation to provide the 
Board with such officers, clerks and employees as may be required 
by the Board. The rising volume of foreign exchange transactions, 
the modifications of operating methods resulting from the changes 
in arrangements for settlement of trade balances with the sterling 
area and the added duties and responsibilities arising out of the 
import and travel restrictions announced by the Government 
last November, have all contributed to the increase in the number 
of staff engaged on duties for the Board from 240 at the beginning 
of the year to 420 on December 31st. 

I wish to record my sincere appreciation of the co-operation 
of members of the staff, whose duties have been carried out ener- 


getically and loyally during the year. 


I am, Dear Sir, 
Yours faithfully, 
G. F. TOWERS, Governor. 
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PROFIT AND LOSS ACCOUNT 


for the year ended December 31st, 1947 


PROFIT FOR THE YEAR ENDED DECEMBER 31|1sT, 
1947, after making provision for contingencies 


and reserves 


APPROPRIATED AS FOLLOWS: Dividends for the 
year ended December 31st, 1947, at the rate of 


416% per annum — 
No. 26 paid July 2nd, 1947 .  . $ 112,500.00 


No. 27 payable January 2nd, 1948 112,500.00 


BALANCE, TRANSFERRED TO THE RECEIVER 
GENERAL OF CANADA for credit to the Con- 


solidated Revenue Fund 


$ 19,053,325.43 


225,000.00 


$ 18,828,325.43 
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BANK OF CANADA e STATEMEN 


LIABILITIES 


Capital Paid Up: Authorized and Issued — 


100,000 shares, par value $50.00 each le 5,000,000.00 
Rest Fund . : ! 10,050,366.82 
Notes in Circulation ; t : WiiMee es Use = 
Deposits: 

Dominion Government . $ 87,607,698.55 

Chartered Banks . . . 536,161,793.26 


GREET NAN en UN SUG a 67,523,489.13 691,292,980.94 


Liabilities payable in Sterling, U.S.A., and 


Other Foreign Currencies: Deposits . 1,978,666.95 
Dividend Declared: payable January 2nd, 1948 112,500.00 
All Other Liabilities : : 5,435,578.10 


$ 1,925,220,478.53 


AUDITORS’ REPORT @ We have made an examination of the above statement 
of assets and liabilities of the Bank of Canada as at 3lst December, 1947, and 
have received all the information and explanations we have required. We 
report that, in our opinion, it correctly sets forth the position of the Bank at 
31st. December, 1947, according to the heat of our information and as shown by 
the books of the Bank. 


J. G. GLASSCO, F.C.A., JEAN VALIQUETTE, C.A., 
of Clarkson, Gordon & Co. of Anderson & Valiquette. 


Ottawa, Canada, January 28th, 1948. 
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AS AT DECEMBER 31st 1947 


ASSETS 


Foreign Exchange: Sterling and U.S.A. dollars 
—at market value. . . $ 1,958,590.87 


Other currencies —at 


Market walue 0002 We) 226,483.34 


Subsidiary Coin 


Investments: Dominion, Dominion Guaran- 
teed and Provincial Government short-term 
securities—at values not exceeding market 


‘ : ~ $1,022,024,821.94 
Other Dominion, Domin- 

ion guaranteed and Provin- 

cial Government securities— 

at values not exceeding market 


~ 897,529,339.78 


Industrial Development Bank: Total share 
capital, at cost 


Bank Premises: Land, Buildings and Coane 
ment—at cost, less amounts written off. 


All Other Assets 


ASSETS AND LIABILITIES 


$ ©2,185,074.21 


131,437.02 


1,879,554,161.72 


25,000,000.00 


2,341,722.08 
16,008,083.50 


$ 1,925,220,478.53 


G. F. Towers, Governor H. R. Exrence, Chief Accountant 
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APPENDIX A 


Estimated Net New Issues or Retirements 


(Par Values in Millions of Canadian Dollars) 








Dominion 
& C.N.R. Provincial Municipal Private Corporation 

YEAR Bonds* Bonds Bonds Bonds Stocks TOTAL 
Payable 1936.... 170 ...... GOR. chin Reber LBD cenane SANE Aad 449 
in Canada los reas eal: Soe ae PB lite ks TS vOaet BD hae 205 
Only 1938s) STki a SOY, er. 31s e ee 9 Wen 181 
1939... CE: ea NGS, Uae te ps WN eed ES GOin. okie i ps eee 211 
1940 AAA Lee SR beat Payee vb Ape ROE esos Senay Sa Fe AY 488 
1941 fol ee me om) PR eeOE SO rate at ass 2 ae aot re Coens 665 
1942 LESSOR Pe ee Picci A ee Rr NS le Siete 1,776 
1943 eOOG i aie a bes ke cae AOS es Pd Re 8 Loi day 2,547 
1944, Vl 68 PAH Fates a led PORN, Pion aerate Bit 2,618 
1945 BeOO Le we ae PAA scret OR cuir VASE Ee Yen 252 eee 3,580 
1946 PAN) ert es Ban SOs wee Pc weak j i NG A CLE eae 434 
1947 Ae ieee PPA baled | Oars ZaO eee OT Oe: 328 
Payable fone Bae SO aes: VAT A boy ea Te Ee ae SAN sere Se ee a 

TOST Lee danas De NPR LG eho Ya eee mee 8 2 
pane LOSE ai Cp OT cen, ly OT au ee AO)! ee pel PEIN, shh 95 
SY OOO SO WL Ob Mani pM Mae 1S aoe 120 aN ae ee 211 
Optionally 1940.... 144...... Tape Laas SE ey, Peay 210 
Oe POR tain tener Leo | Rare 5 4 ie te mote eat 256 
1942 At AM Na I Un eas 1 A a G4 rete! oe Se 411 
1943 J Ree ee ig Dee eee | (5 SGie ee 2d 222 
1944 GES OM tines heal Gace Sh iat see a 125 
1945 Trae Lae ees pt Ra BAe sy rene 124. 
1946 154 . SO ae ae BIN OO ok 130 shea: aes Pel 328 
1947 Tigi dials TO eee AOR | a Pe A i Pe Ee 1 335 
Total 1936.20.00 PS) ae OMe ae DT Raeiae ACL eth BAS Lee 228 
1937 tI Ne Ata et Pena at TEA CP Toye Ala auhe Este 64 
1938 Oe eee AG ed ei yeas Bt an ttak Pies wee Oe ilar 86 
1939 PP APAUD ule sge Ne SU inate sk i! Wer ge eb ea 14) eet — 
1940 DOG Tie: CO Poe Bh teat tas are Ne ee SMa Le 278 
1941 so WARP aed 18ivcak oie Tam ay GA Sire Uy Nate 409 
1942 LS38t ed: ca ea SL ee: PtH ae 5 a ee 1,365 
1943 ZA OGS 6 dhaWin ¢ TBP aire ae oe Pa aces G2 verge er tit > 2,325 
1944, POLE c ns oes GO Hae pe Rar PAE i scea es ee A 2,493 
1945 3504) 2)... SR et Ws, Cae p eniree LET alee 3,456 
1946 Ae fates say a Maer aes PC ey a: er Sa 1 Lane ae 106 
1947 PAS | Pe Oe pS Wibod AR tare PASO apes, OSieuiy ae eT Veale 7 





* Includes War Savings Certificates, but excludes Treasury Bills, Deposit 
Certificates and short-term notes sold directly to the Bank of Canada and the 
chartered banks, of which the amount outstanding increased by 12, nil, 5, 200, 
315, 290, 633, 535, 248, 695, 250 and 346 in the calendar years 1936 to 1947 
respectively. 

* Includes issue of $112 million of Quebec Hydro debentures. 

+ Includes retirement of $112 million in connection with Montreal Light, 
Heat & Power stock. 
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APPENDIX B 


Money Supply and Related Bank Assets 


During 1947 the Bank’s Research Department developed a 
presentation of statistics concerning money supply and related 
bank assets which differs in several important respects from the 
table which has been presented in previous annual reports. It is 
believed that the new series provide a better approach to the 
problem of measuring changes in the volume of money under 
present-day conditions. In the belief that these statistics will be 
of interest to those who follow changes in monetary conditions, 
we are publishing them in this Appendix and also expect to publish 
them each month in the Bank’s Statistical Summary. 


In measuring the volume of money one must decide which 
categories of bank deposits should be classed as “money” and 
which, by their nature, should be regarded more appropriately as 
part of the public’s other liquid asset holdings such as Govern- 
ment bonds. Generally, it has been satisfactory to classify bank 
deposits as “money” if cheques may be drawn against them. In 
other countries this criterion has seemed to work fairly well because 
cheques may not be drawn against savings deposits. In Canada, 
however, cheques are, in practice, drawn freely against savings 
deposits and this has always posed an awkward problem when 
trying to assemble volume of money statistics. To omit all savings 
deposits of chartered banks would ignore the obvious fact that 
for many people a savings account is an active chequing account 
which is very similar to a current deposit. On the other hand we 
know from available information that of the total amount on 
deposit in savings accounts in Canada, much the larger part is, 
in practice, inactive. Chartered banks pay interest on the mini- 
mum quarterly balances in personal savings accounts, i.e. on the 
sum which has been left undisturbed for the quarterly period; 
from the amount of interest which is actually paid on this basis 
as compared with the nominal rate of interest, it is apparent that 
the ageregate minimum quarterly balances in personal savings 


e 3] @ 





1,000 


pov Pt ai IOER e SNIP 1 A a i NL aha ba 
1938 1941 1944 1947 


MONEY SUPPLY 
(As at December 31st in Millions of Dollars) 


accounts are about five-sixths of the total of such deposits at the 


present time. 


It is therefore felt that a more realistic picture of monetary 
developments in Canada—and one more comparable with the 
usual presentation of similar statistics in other countries—is 
obtained by omitting the minimum quarterly balances in personal 
savings deposits and non-personal notice deposits, from volume 
of money statistics. It has seemed preferable to exclude these 
deposits from the volume of money on the basis that they are 
inactive in practice rather than to include them on the grounds 
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that they are potentially active because cheques may be issued 


against them. 


The published returns of Canadian chartered banks include 
among Assets “Cheques on Other Banks” which represents the 
amount of cheques which have been credited to the deposit ac- 
count of the payee but not yet cleared against the deposit account 
of the drawer. To the extent of such items in “float” there is 
therefore duplication in the figures of bank deposits. In the table 
contained in this Appendix we have deducted “Cheques on Other 
Banks” from the figure of chartered bank deposits, in order to 
eliminate this duplication. A similar deduction is made in the 
United States in calculating their commercial banks’ “Demand 
Deposits Adjusted”. 


Government deposits are given different treatment in different 
countries so far as volume of money statistics are concerned. In 
various countries including the United States the most commonly 
used figure of bank deposits excludes Government deposits. On 
the whole it appears preferable to exclude Dominion Government 


deposits from the volume of money. 


In view of the foregoing items not having been included in 
the figure of “Money Supply” it has been necessary to make 
similar offsetting adjustments in the figures of related bank assets. 
Dominion Government Canadian dollar deposits at chartered 
banks and the Government account at Bank of Canada have been 
deducted from the total of Government investments held by Bank 
of Canada and chartered banks. The result of this deduction is 
a net figure of Government investments held by the banking 
system similar to that which would have existed had Government 
applied cash balances to redeem securities held by banks. 


Aggregate minimum quarterly balances in personal savings 
deposits and non-personal notice deposits have also been shown 
as a deduction from related bank assets since the same items have 


been excluded from ‘Money Supply”. 
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APPENDIX B @ Money Supply an 


MONEY SUPPLY 1938 1939 194¢ 





Currency Outside Banks 


Notes @ : : , : : : 207 247 341 











Coin @) . ; ; ‘ é 31 34 38) 
Total Currency : : 238 281 379) 


Bank Deposits 
Chartered Banks 




















Demand (3) , : A : : 734 853 1,031 
Active Notice @ ' : : : 187 197 203 

Other (excl. Dominion Govt.) () : : 42 157 112 

Total : : : : : : 963 1,207 1,346 

Deduct Float ; : , : 116 136 liz 

Net Total . ; i : 847 1,071 1,174 

Bank of Canada “Other”? Deposits @ 3 18 10 
Total Bank Deposits i ; 850 1,089 1,184 

Money Supply : : c : , ‘ 1,088 1,370 1,563 


RELATED BANK OF CANADA AND CHARTERED BANK ASSETS 





Dominion Government Securities, Gold & Exchange 























Bank of Canada, Gold & Exchange : : 214 290 38 
Banking Securities : 196 425 743 
Other Dominion Government Securities 
Bonds @ . ‘ : ; : : 753 752 737 
Victory Loan Advances @) d a He E. 
Total f : : : : : 753 oe 737 
Total Dom. Govt. Securities, Gold & Exch. . : 1,163 1,467 1,518 
Deduct Dom. Govt. Deposits @ ; 79 145 32 
Net Total ; : . : ! : 1,084 1,322 1,486 
All other Loans and Investments (3) . ; ; ; 1,628 1,767 1,720 
Deduct Inactive Notice Deposits @ é 1,47 1,544 1,438 
Total Related Bank Assets. 2 : ' : 1,240 1,545 1,768 





@) Note circulation of Bank of Canada and chartered banks, excluding notes held 
by chartered banks. 


@) Subsidiary coin issued by the Mint less coin held by Bank of Canada and 
chartered banks in Canada. 

@) Chartered banks’ public demand deposits in Canada. 

@) Chartered banks’ public notice deposits in Canada other than estimated aggregate 
quarterly minimum balances in personal savings accounts and non-personal notice 
deposits. 


() Chartered banks’ Canadian dollar deposits of provincial governments, Canadian, 
United Kingdom, and foreign banks. 


Cheques on banks as shown in chartered bank month-end returns to the Minister 
of Finance. 


@) Bank of Canada Other Deposits as shown on published month-end statements— 
i.e. excluding Dominion Government, chartered banks and foreign deposits. 


Bank of Canada gold and foreign exchange holdings less the amount of foreign 
currency deposit liabilities. 
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lated Bank Assets e (As at December 31st in Millions of Dollars) 


1941 1942 1943 1944 1945 1946 1947 





210 e 1 ahs Me, e a 
973 1,614 2,093 2,321 1,696 1,476 811 
798 1,014 1,410 2,006 3,241 3,745 3,718 
is 166 261 271 411 ae - 
798 1,180 1,671 2,277 3,692 3,745 3,718 
1,972 2,794 3,765 4,598 9,348 D221 4,529 
148 366 297 720 1,002 366 212 
1,824 2,428 3,168 3,878 4,346 4,855 4,257 
1,719 1,570 1,459 1,593 1,827 2,297 3,084 
L433 1,436 1,654 2,060 2,391 2,856 3,143 
2,110 2,562 2,973 3,411 3,782 4,296 4,198 


Bank of Canada and chartered bank holdings of Dominion Government Treasury 
Bills, Deposit Certificates, Treasury Notes and any other short term issues sold 
direct to bank of Canada and chartered banks. 

Bank of Canada and chartered bank holdings of Dominion Government direct 
and guaranteed securities other than those shown as banking issues and exclusive of 
any temporary advances in connection with purchase of Victory Loan issues. 

@) Chartered banks’ temporary advances to the public in connection with the 
purchase of Victory Loan bonds at time of issue. 


@2) Canadian dollar deposits of the Dominion Government at chartered banks and 
Bank of Canada. 


@3) All loans in Canada of the chartered banks other than temporary advances in 
connection with Victory Loan issues, plus chartered banks’ darian of provincial, 
municipal and “‘other’’ securities, and Bank of Canada holdings of Industrial 
Development Bank capital stock. 


Estimated aggregate minimum quarterly balances in chartered banks’ personal 
savings deposits in Canada plus non-personal notice deposits in Canada. 
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FUNDED DEBT 1938 1939 194) 
Total Funded Debt. : : , 4,401 4,611 5,17} 
me Banking Securities © ; 223 441 78. 
Consisting of 
Bonds 4,178 4,170 4,38 
OWNERSHIP OF BONDS 
Total Holdings of Bonds : ; : ; : 4,178 4,170 4,38¢ 
Holdings of all Government Accounts @) . 96 109 8 
Holdings of Bank of Canada and Chartered Banks 753 752 73%) 
Whe { Bonds . ; . 753 752 73% 
Consisting of 
{ Victory Loan Advances (3) 
Holdings of Other Investors . - : : 3,329 3,309 3,968) 
' Life Insurance Companies _. 522 548 62 
Consisting of < All other : : : 2,807 2,761 2,937: 
Deduct Victory Loan Advances @ Hy 
“OTHER INVESTORS" HOLDINGS | 
OF BONDS AND INACTIVE NOTICE DEPOSITS | 
Bonds as per above . : ‘ ; ; , 3,329 3,309 3,563 
Inactive Notice Deposits (6). ' , } ; 1,472 1,544 1,438 
Total ; ! 4,801 4,853 5,001 


@ Treasury Bills, Deposit Certificates, Treasury Notes and any other short term 


issues sold direct to Bank of Canada and chartered banks. 


@) Includes any bonds held by Unemployment Insurance Commission, Foreign 
Exchange Control Board, Custodian of Enemy Property, Export Credits Insurance 
Corporation, Securities Investment Account, Industrial Development Bank, Cana- 
dian Sugar Stabilization Corporation, National Harbours Board, Canadian National 
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aranteed Funded Debt e (As at December 31st in Millions of Dollars) 

















|,975 8,255 11,282 14,167 16,982 16,792 16,172 
072 1,704 2,234 2,480 1,796 1,546 1,200 
903 6,551 9,048 11,687 15,186 15,246 14,972 
4,903 6,551 9,048 11,687 15,186 15,246 14,972 
| 132 201 479 715 800 903 1,076 
798 1,180 1,671 D277 3,652 3,745 3,718 
798 1,014 1,410 2,006 3,241 3,745 3,718 
ta 166 261 271 411 i“ 4 
3,973 5,170 6,853 8,695 10,734 10,598 10,178 
| 753 994. 1,335 1,655 1,995 2,183 2,198 
3,220 4,342 5,779 7,311 9,150 8,415 7,980 
166 261 271 411 
3,973 5,170 6,853 8,695 10,734 10,598 10,178 
1,433 1,436 1,654 2,060 2,391 2,856 3,143 
5,406 6,606 8,507 10,755 13,125 13,454. 13,321 





Railways, Canadian Wheat Board, Central Mortgage and Housing Corporation and 
Canadian Broadcasting Corporation. 


@@ Chartered banks’ temporary advances to the public in connection with the 
purchase of Victory Loan bonds at time of issue. 


©) Estimated aggregate minimum quarterly balances in chartered banks’ persona] 
savings deposits in Canada plus non-personal notice deposits in Canada. 
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